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CHICAGO took 


1942 at the time high war tax rates were 


Congress steps in 
enacted to provide comparatively reason- 
able rates on capital gains realized from 
sales of assets held than 6 
months, and vet the response civen today 
by many investors is something like this: 

“I cannot afford to sell and pay the 
tax.” 


more 


Prices have been moving upward for a 
long time. to give many holders of securi- 
ties in our American corporations an at- 
tractive appreciation if they chose to 
take it. Many of those who understand 
the operation of our tax laws on capital 
transactions have established some gains. 
or intend to do so, but it will be found 
that many investors today are reluctant to 
realize them because of a misconception 
of the actual tax liability on sales. 

The idea that the tax on long-term 
property items (holdings of more than 6 
months) amounts to a flat 25 per cent levy 
has achieved surprising acceptance. 

Thus, we find decisions made daily on 
an erroneous tax liability rather than on 
values. It is believed that this misunder- 
standing has now reached the proportions 
of an important market factor, the re- 
sults of which might attract official in- 
tervention, Fear of paying a “high” tax 
on present gains, many believe, might 
curtail the floating supply of stocks and 


NUMBER 


Actual Capital Gains 
Taxes On Long-Term 
Holdings 


By GEORGE E. BARNES 


™ EXCHANGE 


A MAGAZINE OF THE FINANCIAL COMMUNITY 


2.» » » » FEBRUARY, 


severely strain efforts to stall off an un- 


wanted inflationary trend. 

In times past, there has been a great 
deal of discussion of “selling to establish 
losses for tax savings purposes.” That was 
a popular device for years to reduce taxes 
on other income. Fortunately. by limiting 
the deduction for net losses from other 
income to $1.000 in any one year. Con- 
gress took steps when it revised the Capital 





A Timely Review 


Many thousands of individuals 
are, just now, wrestling with their 
1945 
earnings and profits. So much stress 
in public comment has been laid 
upon a “25 per cent tax on capital 


Income Tax statements on 


gains,” whereas this “flat rate” ap- 
plies only in certain cases. that THE 
EXCHANGE asked a student of tax- 
ation to discuss the subject. Mr. 
Barnes’ article deals primarily with 
capital gains of 1946, but illuminat- 
ing parallels are drawn with taxes 
on 1945 gains under the Revenue 


Act of 1942. 











1946 










Gains Law in 1942 to protect property 
holders against falling all over them 
selves to sell at the expense of further de- 
pressing values. 

Under present market conditions, the 
chief concern seems to be. “why sell and 
pay a big tax?” 

Superficial Slant 

As indicated. contrary to general un- 
derstanding. the tax rate on gains realized 
from sale of items held more than 6 
months is not 25 per cent in all cases. 
This is because only one-half of such 
gains are taken into account for normal 
and surtax purposes, The 25 per cent 
ceiling rate applies only to individuals 
with large incomes. Those with moderate 
incomes are subject to a substantially re- 
duced effective rate. as low as 9.5 per 
cent. 

The tabulation on the next page shows 
the effective new rates (approximate) on 
long-term capital gains for 1946 at vari- 
ous levels of income. For example. the 
additional tax cost would be $123.50 to 
establish gains of $1,000 in the case of an 
individual with other sources of taxable 


1 








income of $5,000. or 12.35 per cent; a 
tax of $180.50 or 18.05 per cent, with 
other income of $10,000. Last year. the 
cost would have been 14.5 per cent and 
20.5 per cent respectively. 

with other taxable in- 
come this vear of $2,000 will pay a tax of 
$104.50 on $1,000 of capital gains. or 


An individual 


10.45 per cent versus 12.5 per cent last 
vear. It will be observed that either rate 
is a long way from the much emphasized 
long-term capital gain rate of 25 per cent. 

The reduction of normal and surtax in- 
1946 resulted in the 
lowering of taxes on lone term § transac- 


dividual rates for 
tions for those with other sources of in 
come up to $18,000 as against 514.000 
last vear. Individuals in income brackets 
above this will be obliged to pay the same 
ceiling rate of 25 per cent. 

Those who. through a misunderstand- 
ing. believe that the standard rate is 25 
per cent. will be startled. and pleased. to 
1946 that 
their gains on capital transactions can 


discover in the new law for 


reach a high level before the maximum 
rate is applied. 

\n investor with an anticipated ordi- 
nary income, after personal exemptions, 
of $5.000, this vear can realize long term 
gains on sales of $67.324 under the regu- 
lar income tax rates before the alternative 
over-all effective rate of 25 per cent ap- 
year, the 25 per cent rate 
applied at $45,066. 


plies. Last 


annual income from 
other sources of $8,000 will not place the 
investor in the maximum capital gains 
rate bracket until realized gains from 
transactions total $50.126, Last year. the 
maximum rate applied when the proceeds 
of capital 
$30.000. 


Similarly, an 


transactions amounted — to 

Regular income tax rates apply on 
realized capital gains when an individual 
with a $10,000 income has taken gross 
“profits” on transactions up to about 
$39,000 on long-term holdings. In 1945, 
the maximum rate was applicable above 
$21.766. 

When the 1942 Revenue Act was passed, 
the capital gains section was hailed as a 
long step forward in encouraging capital 
investment. Long term holdings at that 
time were redefined and, instead of an 
18-month holding period, the time limit 
was cut to 6 months. The 25 per cent 
maximum was cited as an “encourage- 
ment to risk taking to help production 
and provide jobs.” Inasmuch as we have 
been on a war production basis most of 
the time since the act was passed, we 
really have had no opportunity to observe 
its workings. 
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LONG-TERM CAPITAL GAIN RATE TABLE 
FOR INDIVIDUALS WITH OTHER INCOME 


Effective 1946 Rates on Full Long-Term Gains of: 


Amount of 


Other Income $1,000 $2,000 

$1.000 9.50% 9.50% 
2,000 10.45 10.45 
3.000 10.45 10.45 
1.000 12.35 12.35 
5.000 12.35 12.35 
6.000 14.25 14.25 
7.000 14.25 14.25 
8.000 16.15 16.15 
10.000 18.05 18.05 
12.000 20.43 20.43 
14,000 22.43 22.33 
16.000 23.75 23.75 
18.000 and over 25.00 25.00 


After personal exemptions 


$3,000 $5,000 $10,000 $15.000 

9.82% 10.07% 11.02% 12.22% 
10.45 10.83 11.97 13.11 
11.08 11.59 12.73 14.00 
12.35 12.73 13.87 15.01 
12.98 13.49 14.63 15.93 
14.25 14.62 15.77 17.01 
14.88 15.39 16.53 17.96 
16.15 16.53 rg | 19.00 
18.05 18.53 19.85 20.96 
20.43 20.81 21.85 22.80 
22.33 22.61 23.47 24.32 
23.75 24.14 24.89 25.00 
25.00 25.00 25.00 25.00 





Realizing this, Congress is not likely 
to make any changes with this section 
until it has had an opportunity to see it 
working under normal peacetime condi- 
\ permanent solution would seem 
to lie in a better knowledge of human re- 
actions to our present Capital Gains Tax 
laws in times of booms as well as depres- 


tions. 


sions. Perhaps a lower rate on capital 
transactions might produce more revenue 
and that should be a governing factor in 


Steel Output Records 


tbe practical zero of steel production 
due to the strike of recent weeks lends 
emphasis to study of the chart on the 
opposite page. 

The gray columns show how the pro- 
duction of 1935-1939. before war orders 
altered the apportioned 
among the principal consuming indus- 
tries. The black columns reveal what the 
steel mills did during the years when the 
United States participated in the war and 
supplied Allies with millions of tons of 
munitions, etc. 


picture, was 


War-brought distortions of ordinary 
steel usage forecast how steel could be 
stepped-up for individual peace-time con- 
sumers should demand swell to enor- 
mous proportions after the struck mills 
again are working at capacity ... or ata 
high percentage of capacity, whatever the 
demand proves to be during the remain- 
der of 1946, 

The chart traces consumption of steel 
over 314 years—a period which some 
commentators hold may be necessary in 
point of time to fill the backed-up demand 
of the early post-war. But note how the 
automotive industry. for one, would re- 


any rate change. 

To repeat. and as long as there is a 
Capital Gains Tax. there will be a men- 
tal reservation against making taxable 
sales. 

If the best results are to be obtained, 
common sense dictates that investors rely 
on investment judgment in decisions to 
hold or sell assets, rather than fear of 
present tax rates or hopes for more lib- 
eral tax treatment. 


Offer Room For Study 

verse the should the 
more optimistic expectations of the motor 
trade be met. Steel directed into the man- 
ufacture of motor vehicles from January, 
1942. to July, 1945, amounted to only 2.6 
per cent of production during that inter- 
val... not far from the smallest alloca- 
tion that the Only the 
agricultural equipment and oil and gas 
and mining producers of finished goods 
received less. 


charted record. 


chart reveals. 


Two tremendous alterations of the war- 
time record occurred abruptly with the 
ending of hostilities. The 11.8 per cent 
“take” of steel for the manufacture of 
ordnance, projectiles and tanks came 
down to practically nothing; and the 15.9 
per cent allocation of steel to the ship- 
building trades, while not going back to 
pre-war levels, dropped to a mere frac- 
tion of consumption after Pearl Harbor. 

It should be interesting to note in 1948 
how exports of steel on peace orders com- 
pare with the chart. During the peace 
years prior to 1942, 6 per cent of produc- 
tion went abroad, this percentage rising 
to 9.6 per cent during the war. 
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Analysis of Forces, Past and Current, At Work 
In The Stock Market 


LOS ANGELES—History shows that 

ior wars breed booms. not depressions. 

The Mexican War that ended in 1848 
was succeeded by a boom, then follow- 
ing a major business correction. an even 
ereater boom developed—stimulated in 
part by the California gold rush. The end 
of the Civil War saw a sharp recovery in 
1800, then, several year 
period of depression in the South and a 
temporary setback in the North caused 
by crop failure and contraction of the 
“oreenback™ a pronounced 
boom of several years’ duration developed. 
The Crimean War in 1857. 
the Austro-Prussian War. 


following a 


huge issue. 
and in 1866 
were followed 
by waves of prosperity in all belligerent 
nations. After the Franco-Prussian War 
of 1871, the whole of Europe enjoyed an 
unprecedented speculative boom lasting 
2 years. 


Post-War Booms 
The Spanish War in 1898 developed 
2 boom periods, as did also World War | 

an artificially nurtured boom of 1919 

20 and the second. of course, 1923-1929, 
If a national debt of some $33.000,000.- 
000, as a result of World War I. helped 
build the framework for the inflation of 
the late 20’s. then how much more $280.- 
Inevitably and eventually 
follow wars, but only after 


000.000.0007 


depressions 











1.2% 1.4% 





By HENRI de la CHAPELLE 
the saturation and over-investment that 
post-war reconstruction booms generate. 

How far removed are we from such a 
saturation point? On a historical basis 
the expanding post-war cycle has yet a 
distance to go both in time and amplitude. 
Take the building industry, for example. 
It constitutes the one peace-time industry 
having the greatest single weight in the 
entire economy. Common sense says it 
can hardly be expected to “peak out” 
1949-50. Common sense tells 
one, too, that the motor industry, a major 
component, 


before 
cannot possibly witness a 
balance in supply and demand short of 
2—3 years and, of course, there is the 
impact of both industries on steel to be 
weighed. 

And the outlook for the food industry, 
another highly weighted component, has 
an assured demand outlook for likewise 
2—3 years. Furthermore, when the mone- 
tary situation is viewed in its proper 
perspective, it would indeed be difficult to 
build a case warranting the fear—just be- 
cause the stock market has been rising al- 
most 4 years straight—that we are on the 
brink of another 1937 or 1929, 

Re Inflation 
From a monetary standpoint alone, a 


bear market in the true sense of the word. 
is unthinkable at this stage of the cycle. 


lars Effect on the Pattern of Steel Distribution Pan 


Percent of Total Shipped 
Peacetime i rg sig 1939 











The primary cause of inflation. the rapid 
and substantial increase in money cur- 
cannot be deflated ex- 
cept by positive action 


reney and deposits. 
and where, pray. 
are the efforts at fighting inflation being 
directed ? or to the effect? 
The answer is obvious. While attempting 
to trim the of the inflation tree, 
we will continue fertilizing the roots. 


To the cause. 
“shoots” 


Then, too, little consideration is being 
given to this thought: To those war- 
created and redundant dollars that still 
remain in our economic system, even 
though the products they produced have 
gone up in smoke, will be added those 
dollars that in the normal course of events 
must accrue from (we trust) a rapidly 
expanding economy from mid-1946 to 


mid-1947. 
Difficult Prospect 


So, until the inflationary 
forces set in motion and still nurtured by 
political considerations ultimately exhaust 
themselves (a matter of years). or until 
a courageous government backed by a 
more courageous people decides to take 


monetary 


the hard way out, via high taxation 
and a_ serious debt reduction _ pro- 
gram. or allows interest rates to rise to 


less inflationary levels. monetary defla- 
tion cannot be side-stepped. 
Characterizing the steady progress of 
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STEEL FACTS 
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the stock market since 1942. is the fact 
that corrective declines have been limited 
to approximate one-third retracements of 
previous “legs.” as against a probable 
“average” of 50 per cent in previous bull 
markets. The conventional pattern is, of 
course, '3 to 23. Would it be improper to 
assume that the monetary factors men- 
tioned above are responsible for this 
failure of the market to react more 
normally 7 

Has the market reached a dangerously 
high level recently? Let us examine the 
facts and be guided thereby. Granting that 
the market has been in a dynamic upward 
trend for almost four vears. the Dow. 
Jones industrial averages have only ap- 
preciated some 123 per cent as against a 
370 per cent rise in the 1932-37 bull 
market. and a 350 per cent rise for the 
1923-29 bull market. Oddly enough. the 
end of 4 vears rise from the 1923 bottom 
produced an appreciation of around 126 
per cent. or practically equivalent to the 
present 4-year advance. It was in the last 
2 vears of the bull market of the 20’s that 
the spectacular part of the entire rise took 
place. On the other hand, at the end of 4 
vears advance following the 1932 low 
point. the market had staged already an 
appreciation of some 300 per cent. 


Significant Question 

Logically. this question then intrudes 
itself. Is the current cycle more, or less 
dynamic than its two predecessors? A\l- 
most inescapable is the conclusion that it 
is more dynamic. if for only two reasons: 
Never before has the assurance of future 
large business volumes been so definite: 
never before has the monetary situation 
heen so explosive. 

This. of course, leads one to the prob- 
lem of profit margins, for naturally sales 
and profit margins are irrevocably tied 
in together. Though higher costs and re- 
conversion disruptions will probably nar- 
row 1946 profit margins, they could easily 
expand in 1947 to levels approximating 
those obtaining in 1929 and 1937. 

The great strain in corporate profits 
will come when sales volumes and _ the 
general price level start their cyclical de- 
cline in the wake of the world-wide recon- 
struction period that lies ahead. The rigid 
wage structure will then intensify the 


profit “squeeze.” But “Sufficient unto the ° 


day. is the evil thereof.” and meanwhile, 
the accompanying table giving Depart- 
ment of Commerce pre-war labor costs as 
a “percentage of the value of products” 
will be of some help to investors. The 
aii figures have been resolved to the 


nearest even figure. Currently. thev are 


} 





Labor Cost Data on Selected 
Industries % of Prod- 
uct Val. 
\ireraft (a) 28 
Air Transport (b) - 
All Selected Mfg. Industries 16 
Apparel 20 
Automobiles—Trucks (c) 17 
Beverages 6 
Carpets & Rugs 19 
Cement 16 
Chemicals & Drugs 9 
Containers (tin) 10 
- (glass) 21 
(paper) (d) 15 
Cotton Goods 25 
Distilling 9 
Drugs, Medicines, Insecticides, etc 6 
Electrical & Household (appliances) 17 
Electrical Machinery 19 
Electric Light & Power 16 
Farm Equipment (e) 
Fertilizer 7 
Food (dairy products) 5-6 
(meat packing) 5-6 
(canned & preserved foods) 11 
(bakery products) 21 
Glass & Glassware 25 
Hosiery 5. 
Machinery (electrical) 19 
; (heating) 22 
(industrial) 23 
(machine tools) 29 
Motion Picture, Television, Radio (f) 
Non-Ferrous Metals 12 
Office Equipment 33 
Paint, Varnishes & Lacquers 7 
Paper & Allied Products 15 
Petroleum (refining) 5-6 
(crude) 11 
Pubiishing & Printing 19 
Railroads 47 
Railroad Equipment 20 
Rayon & Allied Products 24. 
Soap 6 
Steel (g) 20 
Stores 14 
Sugar Refining 5-6 
Textile 21 
Tires 18 
Tobacco 2 
W oolen Goods 19 
(a) Applies to aircraft & parts—excludes 
engine manufacturing; (b) Not available; 
however should be relatively low; (c) No 
separate figure for trucks, but probably 
about same as passenger cars: (d) The 
paper & allied products figure; not, contain- 
ers only. (e) See “Machinery”; (f) Only 
available figure is radio & phonographs 
(17%); (g) Steel & iron and blast furnaces, 
steel works and rolling mills. 











certainly higher than 1939, but it is prob- 
able that the relationship between the 
various industries has been fairly well 
maintained. 





An Analysis to Ponder 

The thought-provoking material 
of this article presents the view- 
points of a securities market analyst 
who views the scene from a West 
Coast vantage point. THE Ex- 
CHANGE is gratified to publish it. 
without necessarily subscribing to 
the deductions from the facts con- 
tained therein. 











Investors know that, other things being 
approximately equal. certain companies 
are to be preferred above others because 
of exceptional “leverage” provided by re- 
peal of the Excess Profits Tax. A low 
labor-cost position can still add to the 
relative attraction of such situations. 
Therefore. 3 generalizations can be made 
here. and effectively applied in the 
determination of such comparative de- 
sirability: 

(1) Companies. formerly subject to 
excess profit taxes, whose sales 
will be relatively maintained 
into the 1947 and 1949 period, 
or that may be expected to ex- 
pand, should stand at the top of 
the list of prime beneficiaries 
especially so if labor costs are 
relatively low. 


) 


Companies formerly subject to 
excess profits taxes, on which 
labor costs represent, say below 
15 per cent of the cost of the 
finished product should, other 
things being equal. benefit more 
than those companies where such 
costs run say 25 per cent to 50 
per cent. 
Growth 


(3 companies formerly 
subject to substantial excess 
profits tax payments, with sev- 
eral pre-war years of sales 
expansion continued at a nor- 
mal, steady rate during the war. 
should be outstanding benefici- 
aries—particularly if labor costs 
are relatively low. 

Incidentally, investor thinking along 
lines of ‘opportunities in labor saving 
devices and equipment. should hence- 
forth receive a new stimulus, 


Influential Items 

Since 1942 the stock market has risen 
on the expectation of victory, declining 
interest rates, and the anticipation of post- 
reconversion earnings. More recently the 
more proximate influence has been the 
expectation of the settlement of the steel 
and motor strikes. When such a develop- 
ment becomes an actuality, investor psy- 
chology may well settle down to the more 
narrow and realistic appraisal of indi- 
vidual earnings. for cross-currents are 
bound to increase as wage—price policies 
fall with unequal force upon various 
companies in the same industry. 

Then later. as broadly constructive fac- 
tors psychologically. one can look for- 
ward to the probability of big foreign 
leans. a large Administration sponsored 
foreign trade. and then perhaps in the 


(continued on page 12) 
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ig 7 a + wie it seems apropos, first, to mention some 
Ds a i = of the financial facts with a significant 
, i + . . . . 
se meaning to the corporate situation which 
e- the table reveals. 


Retreat of Arrearages 


W 

: PREFERRED Pa scsi 
ie The figures indicate that arrearages 
le ie have been reduced materially in certain 
> bial STOCK directions, if not eliminated altogether. 
: changes, al- 


furthermore, corporate 





e- . . 

p lV } p EN DS though not disclosed directly by the sta 
iS tistics, are to be found by examining the 
a record between the lines. namely. that 
1 R FY FAL C [ FA R burdens upon earnings of 1946 and the 
x 
d years to come have been lessened. not 


it - TREND OF THE only by the clearing away of back pay- 
of ments but also through retirement of 
some preferred share issues, in whole or 
in part, and replacements of older issues 

















re 
by others carrying a lower dividend rate. 
= Thus, during the years of great indus- 
. trial activity, corporations, as a class. 
oe have been engaged in freeing earnings for 
¥ the benefit of common stocks by a means 
i besides debt reduction: they have also 
re 
h inn ” 
50 yee... I 
ly DIVIDEND PAYMENTS OF PREFERRED STOCKS LISTED M 
ss ON NEW YORK STOCK EXCHANGE : 
™ — 1945 Compared with 1944 — 
es 
Number of Estimated 
T- Issues Number Aggregate Amt. 
Listed Paying Cash of Cas Per Cent 
iT. ‘ Industry 12-31-45 Dividends Dividends 1945 Change 
+j- LUKENS STEEL CO.——PHILIP GENDREAU Amusement 4 4 $ 2.512.000 —416.8 
‘ts Automotive 9 7 11.064,000 a 
a aE hat 7 Aviation 5 4 4.284.000 — 0.5 
- FEATURE of preferred stock dive Building 10 9 2.118.000 114.7 
rs dends comes into especial prom: - 3] 3] 18.926.000 L_ 0.2 
- inence when the table on this page is — Electrical Equipment n { 2.558.000 = 69 
examined if the record is compared with | Farm Machinery 5 5 9.771.000 nits 
the situation in 1940. Entering the pe- Finance 1] 11 4,305.000  — 1.7 
riod, back in that year, when defense [ff Food am f 26 24 20.618.000 —~ 0:6 
production, later succeeded by produc- ra Garment Manufacturers . 3 2 323,000 — 6.4 
= tion for war, was just starting. the pre- | Land . ee : : 331,000 = 
2 ferred stock list on the New York Stock Leather & Shoe Mfrs. 5 5 1,615,000 +. 0.4 
e Exchange was still feeling the effects of Machinery and Metals ™ 37 12,507,000 — 4.5 
- the depression of the 1930's. The accumu- anaing ay . — ee 
he ‘ eed Paper and Publishing 17 16 10,854,000 L @.5 
; lation of unpaid dividends among a con- weenie . : 3.973.000 
: siderable number of issues was heavy, ne -y 15 3] 51.187.000 22.1 
ip- pe e ! mr ; ak a oac . 40 e ol. ‘sy oe, . 
“fl the scope of corporate carnings, partx u Retail Merchandising 39 30 10.319.000 a Rat 
: larly as applying to certain utility hold- Rubber & Tire 6 6 12.588.000 on 
re i» e . . “s s oe 
1i- ing company preferred stocks, was still Shipbuilding and Operating 3 3 759,000 — 3.8 
et too modest to forecast an early expansion Soak Toon and Coke’. 19 16 44.505.000 ae 
ai of dividends to make up the arrears, Textiles 13 12 12,676.000 +111 
= Last year 341, or 9 per cent. of all Tobacco ar 10 10 7.883.000 — 
listed preferred stocks paid dividends. All Public Utilities . 55 13 73.152.000 1.6 
Substantial retirement of arrears. either | U.S. Cos. Operating Abroad 8 6 6.281.000 = 
e in 1944 or 1945. acted to impart a de- | Foreign Companies 4 3 2.229.000 — OA ie 
) . P 99 Py . * | 29° 9 « + 
; cidedly “spotty” appearance to the table’s Other Companies . 9 9 3.533.000 — 2.2 : 
on oe ; : 
: final column. Several of the more abrupt . 
ed : meg ; 
declines of individual groups will be ex- . 
he ne = : : _ 
plained further along in this article: but _ 









































reduced or eased the preferred stock 
structure, The twin movement is worthy 
of the attention of investors and statis- 
laving the far 
greater emphasis upon debt reduction, 
exemplified especially 


ticians who have been 


among the rail- 
roads, 

The 4.4 per cent decline of 1945 pre- 
ferred stock dividends from the 1944 rec- 
ord of the same groups reflected to a 
large degree the arrearages which were 
liquidated in 1944. Reference to the fig- 
12 of 


the 27 groups were seeing at least some 


ures shows (first 2 colunms) that 


disbursement made on all preferreds, and 
in the remaining groups, except for rail- 
roads and public utilities, the difference 
between the number paying and the num- 
ber listed was slight. In fact. of the 28% 
non-railroad, non-utility stocks only 21 
1945. The 
chemical roster is prominent. with all 31 
preferred stocks paying dividends. 


> 


made no payments during 


Reorganized Rails 

The railroad 
ber of stocks of corporations which have 
lately come through reorganization, some 


group contains a num- 


of which have not yet settled upon a 
definite dividend base; and the statistics 
for 1944 and 1945 were particularly af- 
fected by action taken on Chicago & 
Northwestern 5 per cent preferred. The 
stock, not long out of reorganization, is 
cumulative to the extent that the dividend 
is earned but not paid. In 1944, $20 a 
share was distributed, against $5 in 1945, 
the former disbursement including pay- 
ments for 1941 to 1944, inclusive. The 
difference between payments of the 2 
years accounting largely for the group 
decline of 22.1 per cent reported in the 
table for 1945. 

The amusement group of 4 listed issues. 
showing a 46.8 per cent decline of divi- 
dends for 1945, was affected by action 
taken in case of Radio-Keith-Orpheum 6 
preferred: all 
cleared up in 1944 through the distribu- 
tion of $21.50 a share, leaving the field 
in 1945 to the regular $6 called for by 
the indenture. 


per cent arrears were 


In contrast, the building roster was 
able to show a 14.7 per cent rise in 1945 
chiefly because a $51 per share payment 
made on Certain-teed Products 6 per 
cent cumulative prior preferred in process 
of eliminating all arrearages stood in con- 
trast with no payment at all in 1944. The 
11.1 per cent rise for 1945 in the tex- 
tile classification was aided by a $16 
per share payment by American Woolen 
Company on its 7 per cent preferred. 


(continued on page 12) 


>= 


London Market Records Interest 


In Gold 


EBATE surrounding 


loan by the 


the proposed 
United States to the 
British Government imparts domestic in- 
terest to the situation of the British securi- 
ties market and economic and_ political 
events affecting it. The following dis- 
cussion, hinged partly on the position of 
the markets as 1945 ended. was prepared 
by W. Manning Dacey. financial editor 
of the London Sunday Observer. and re- 
leased by British Information Services. 
“Developing gold mines undoubtedly 
make the best showing for any single 
writes Mr. Dacey. 
have been some spectacular rises in the 


group.” “since there 
shares of some Far West Rand mines and 
the new concerns in the Orange Free 
State. Where important new discoveries 
of gold are in prospect, such movements 
are well founded. There has been a per- 
sistent attempt. however, to talk gold 
shares higher on a possibility of a rise 
in the price of gold due to depreciation of 
sterling in terms of the dollar. 

“At no time was a change in the dollar- 
sterling rate envisaged in reasonably in- 
formed circles. and the conclusion of the 
Washington Agreement finally removes 
any possibility of such an adjustment for 
at least 3 vears. 


German Loans Rise 

“The ending of hostilities in Europe 
brought a sharp recovery in most Euro- 
pean bonds. Even German loans stand 
substantially higher on the year although 
the provisions of the Potsdam Agreement 
no light 
whatever on the treatment that Germany's 
pre-war creditors may hope to receive. 

“In the gilt-edged market. the Chancel- 
lor of the Exchequer’s hints of still 
cheaper money have led to a remarkable 


concerning reparations threw 


jump of nearly 10 points in the irre- 


deemable Old Consols. but this is an iso- 





Statistical and other factual infor- 
securities re- 
ferred to in THe EXCHANGE has been 
obtained from sources deemed to be 
reliable but THE EXCHANGE assumes 
no responsibility for its accuracy or 
completeness. 


mation regarding any 


Veither such informa- 
tion nor any reference to any particu- 
intended to be or 
should be considered as in any way a 
recommendation for the purchase, sale 
or retention of any such securities. 


lar securities is 











a e* 
Mining 
eo 
lated movement. The prospect of 
repayment at the earlier redemption date 
has produced a sharp fall in many short- 
dated Government stocks standing above 


very 


par. while the great majority of fixed. 
interest securities show only a negligible 
rise on the year. However. the Chancel- 
lors plans have been laid for a fresh 
cheap-money drive with the cut in short- 
term interest rates and the withdrawal of 
the National War Bonds and Savings 
Bonds “tap” issues. 

“When the ‘tap’ is reopened. theré can 
be no doubt that terms offered will be 
less favorable to investors than before, 
and that in due course these lower bor- 
rowing rates will set the tone of the gilt- 
edged market as a whole. Fundamentally, 
the authorities remain as completely in 
control of the capital market as during 
the war, for the flow of new industrial 
issues will be strictly regulated and the 
authorities need have no fear of expand- 
ing credit—the key to low interest rates 
so long as rationing and price controls 
remain. 

“Moreover, control over the movement 
of capital abroad can be continued even 
when the Bretton Woods program comes 
into full effect, so that higher interest rates 
abroad cannot affect our internal rates. 
During the transition period, too, and 
indeed, at any time when an adverse 
balance of payments threatens. this coun- 
try will be free to restrict imports by 
quotas. which means that there is no 
danger of a deflationary policy being 
forced upon us in order to maintain the 
external parity for sterling. 
under the gold standard. 


as so often 


Uncertainties 


“Industrials, inevitably, have been 
overshadowed by the uncertainties about 
the financial policies of the Labor Gov- 
ernment. From the beginning of the year 
to the eve of the Election, the London 
‘Financial News’ index of ordinary shares 
crept up about 41% points, to the years 
high of 118.4. In the week following the 
election result there was a precipitate drop 
of some 12 points, half of which was 
recovered in the subsequent week. Since 
that time there have been only minor 
fluctuations, leaving industrials as a whole 
almost unchanged over the 12 months at 
about 50 per cent above the middle level 
of 1939. 

“Among the groups that have done bet- 


(continued on page 10) 
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England Examines 





Stock Exchange Procedure 
and Corporation Laws 


of America 





By S. Sonnenschein, Jur.Se.D. 





In 1943, the British Board of Trade appointed a committee to consider new 
amendments to the Companies Act of 1929, a statute analagous to a combination of 
the several Federal and State business corporation laws of the United States. After 
working 2 years, the committee, headed by Lionel L. Cohen, reported to the Presi- 
dent of the Board of Trade who, in turn, presented the report to Parliament in 
June. 1945, by command of His Majesty, the King. 

As might be expected, the amendments which were suggested by the former 
Churchill Government were evolutionary, instead of revolutionary, in character. 
However, it is worth while to note that the committee’s report dealt in particular 
with the formation and affairs of companies and the safeguards afforded investors. 
in the public interest. The American laws of 1933 and 1934 were enacted from the 


same view points. 


Not alone in its motives but also, to a large degree, in its contents the English 
report resembles the Federal statutory laws of the United States more than it does 


the American corporation enactments. 


The report indicates that the English 
committee directed a keen eye toward the 
American statutes and the ways they 
worked out in application. If exception 
is made of those parts which refer to spe- 
cific English situations which have no 
counterpart in this country and to the 
parts which deal with American situa- 
tions without counterpart in England, we 
might say that the report constitutes a 
constructive criticism of our statutes. 

At only a few points did the report re- 
fer directly to laws of the United States, 
stating that one or another provision 
proved to be either a success or a failure. 
In a number of instances, the report of- 
fered the conclusion that it would be 
unwise to solve existing problems by es- 
tablishing a rigid rule in the Companies 


Act. but that it would be preferable to 
leave such matters to the elastic control 
of the Committee of the London Stock 
Exchange. 

Parenthetically. the London Stock Ex- 
change followed a similar trail-blazing 
procedure in England as did the New 
York Stock Exchange. long ago. toward 
more and more complete information is- 
sued by corporations to their stockholders 
and the investing public. 

In 1938, for example. the London Stock 
Exchange Committee requested compa- 
nies whose shares were dealt in on the 
Exchange to make a concise statement of 
the year’s profits upon declaring their 
final dividends. This information was to 
be supplemented by a statement of the 
corresponding figures for the preceding 


year. or to give information in any case 
where such profits had not been arrived 
at on a comparable basis. 

\ large number of listed companies 
have complied with this request. 

The London Stock Exchange then 
passed a new rule to the effect that. in the 
future. the directors of a company apply- 
ing for permission to have its securities 
traded on the Exchange must undertake 
to supply such information. The compa- 
nies are required, also. to give any other 
information necessary to an appraisal of 
the companies’ position by stockholders, 
and to avoid the establishment of a false 
market in the shares. 

The committee in charge of the Com- 
panies Act survey welcomed the London 
Stock Exchange's action, and expressed 
the hope in its report to Parliament that 
the Stock Exchange would be able to 
“bring into line” the companies already 
admitted to the Exchange. The Board of 
Trade did net, however, consider it prac- 
ticable to lay down such rules for all 
companies, 


Parallel Developments 


From the foregoing it is evident that 
parallel developments affecting publicity 
of corporate facts have appeared in both 
England and America. The tendency to- 
ward greater publicity has been fortified 
in England as well as the United States 
by associations of accountants. These pro- 
fessional bodies favor a most independ- 
ent status for the auditor of a corporation. 
Such independence can be strengthened 
when law prescribes standards of infor- 
mation which a company has to give to 
its stockholders. 

The President of the Board of Trade 
recommended in the report a number of 
requirements as to balance sheet. profit 
and loss statements. presidents’ reports. 
and form of auditing which. in principle. 
are not unlike American Federal and 
State laws. 

The introductory statement of the re- 
port is worth quoting in this connection. 

“We consider that the fullest practical 
disclosure of information concerning the 
activities of companies will lessen such 
opportunities (for abuse of the law) and 
accord with a wakening social conscious- 
ness.” The report states further, 

“We have included a number of pro- 
posals to ensure that as much informa- 
tion as is reasonably required shall be 
made available both to the stockholders 
and creditors of the companies concerned. 
and to the general public. . . . The result 
will be. we believe. to strengthen the al- 
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high 


British companies.” The paragraph closes 


ready credit and reputation of 
with a remarkable admission of the lim- 
itations inherent in human law-making 

“We must emphasize. however. that 
this objective will be attained more by 
the selection by the shareholders of the 
right governing body of each company 
than by the provisions of any statute.” 

American investors who, as a rule. are 
satisfied with a smaller part of the earn- 
ings to be distributed to them as divi- 
dends than English investors seem to be, 
will agree with the view of His Majesty’s 
Board of Trade 


“We do not fully in- 


formed, shareholders would press for ex- 


believe that. if 


cessive dividends. and we are in favor of 
as much disclosure and publication of the 
results of the companies, so as to create 
confidence in the financial management 
of industry and to dissipate any sugges- 
tion that hidden profits are being accum- 
ulated by industrial concerns to the detri- 
ment of consumers and those who work 
for industry.” 


U.S. the Earlier 

A natural speculation arises when the 
preceding quotation is considered. Dis- 
closure of earnings of large industrial 
enterprises became effective in the United 
States 12 years earlier than is being con- 
templated by English law-makers. Could 
the difference in time and method have 
been one of the reasons why socialization 
of industry was called for in England as 
an aftermath of whereas no such 


United 


war, 
movement has arisen in the 
States ? 

In the same connection one thinks of 
reasons why the recent “fact-finding” con- 
troversy in the United States is generally 
regarded by management and labor as a 
question of principle, which is generally 
easier to settle than were it viewed as 
having a strictly practical bearing upon 
management and labor relations. 

In England, not less than in the United 
States. there is a growing tendency to- 
ward diversified ownership of stock of 
large companies among small investors. 
The report regarding amendments of the 
Companies Act cites figures in respect to 
10 well-known companies: by way of il- 
lustrating this phase of the report. men- 
tion 


may be made of 2 concerns. The 
Imperial Chemical Industries Ltd. had 
(in the middle 1930's) the largest num- 
ber of stockholders . . . 124.690, Analy- 


sis showed that 40.4 per cent of the share- 
had 100 


86.6 per cent less than 500 shares 


owners less than and 


The 


shares. 


Q 
° 




















Imperial Tobacco Company, No. 2 in re- 
gard to size, had 94,600 stockholders, of 
whom 47.4 held less than 100 shares and 
90.2 per cent less than 500 shares. 

The report gave considerable space to 
the problems connected with financial re- 
lations between companies and their di- 
As in the United States, in the 
light of the securities laws and the Pub- 
lic Utility Holding Company Act of the 
1930's, the Board of committee 
considered the question of how far the 
transactions in stock of their companies 
by directors should be publicly disclosed. 


rectors, 


Trade 


Full Disclosure 

The Board of Trade found that for the 
best safeguards against 1) improper 
transactions, on one hand, and 2) un- 
founded suspicion on the other, directors 
should disclose all their transactions. The 
English 
that. in connection with the disclosure of 
such transactions in the United States. 
no unfortunate results appeared to have 


report specifically mentioned 


eventuated as an aftermath of change. 

Not in all comparable instances did 
the committee’s recommendations appear 
more conservative than American legisla- 
tion. The Securities Exchange Act of 
1934 requires that every beneficial owner, 
directly or indirectly, of more than 10 
per cent of any class of any listed equity 
security shall file certain statements with 
stock exchanges and the Securities and 
Exchange Commission. The English com- 
mittee suggests for England an obligation 
to file similar statements with English 
authorities, but the percentage of equity 
ownership so affected would be as small 
as | per cent of the equity stock of a 
company. 

In this special parallel, with a differ- 
ence, the reason for the suggestion to dis- 
close a percentage so low might be con- 
sidered to be the apprehension. often 
expressed in England, that foreigners 
might gain control of essential British 
industries without anyone being aware 
of it. 
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PHOTOS FROM CUSHING, GENDREAU, LUKENS STEEL CO. 


To many investors who habitually ex- 
pect common stocks to yield a higher 
rate of return on dividends than _pre- 
ferred stocks do, the tabular material on 
this page will probably come as news. 

The typical common stock yield among 
equities listed on the New York Exchange 
stands at 3.6 per cent, compared with a 
typical yield of 4.2 per cent on preferred 
stocks in the Stock Exchange roster. 

The yields are figured on the 746 com- 
mon stocks which paid dividends last 
year; and on the 341 preferred issues of 
the list, with no allowance made for the 
payments during 1945 of dividends on 
arrearages. On another page of this issue 
of THE EXCHANGE, arrearage payments 
are discussed in connection with preferred 
stock dividends of 1945, as a whole. 

The calculations are made on the basis 
of December 31, 1945, prices, and the 
cash dividends paid last year. It seems 
probable from the price movement of 
many stocks since January 15 that, were 
vields to be figured on the basis of Feb- 
ruary 20 prices, say, they would be a 
shade higher than the cited percentages. 
inasmuch as prices have moved off .. . 
some declining substantially. But, as div- 
idend action has not yet been taken for 
the first quarter by many corporations. 
it is more reflective of the yield trend to 
stick to facts of record. Such facts carry 
the observer back to the accomplishments 
of 1945, 


Comparison of the tabled statistics 


with a similar study of a year ago points 
up some of the figures sharply, It will be 
noted that no less than 269 common 
stocks yield from 3 to 3.9 per cent; on 
results for 1944 in the table of last 
February, the group comprising a yield- 
range so low numbered only 99. The 
number with a yield of 2 to 2.9 per cent 
in the table is 129; a year ago, the group 
contained only 51. The present tabulation 
carries the higher-yield group only to 6 
per cent or over; in the study of a year 
ago, 93 common stocks yielded from 6 to 
6.9 per cent, 48 gave a return of 7 to 7.9 
per cent, 28 yielded from 8 to 8.9 per cent 
and 33 equities afforded a yield of 9 per 
cent or more. 

In summary of this section of the tab- 
ulation, 202 common stocks in the review 
of last February, based on December 31. 
1944, prices and the cash dividends of 





that year, yielded from 6 per cent to 9 
per cent or more, whereas this year's 
study shows only 41 which returned 6 
per cent or over. 

\ corresponding downward tendency 
of preferred stock yields during the year 
is revealed by this comparison: 


Yield No. No. 

% This Year Last Year 
ae | 13 | 
ae! A re 118 59 
EO) 00) SEs iia oidicsca 128 122 
Ne A eae fave greceaeeraare 57 88 
6:0 and! OVER ’.)+.....0:060:00: 25 156 


A year ago the common stock groups 
had a typical yield of 5 per cent: this 
year it is 3.6 per cent. a substantial re- 
cession from any angle that it may be 
examined, The decline of preferred stock 
yields was less. the typical return this 
year being 4.2 per cent, compared with 
4.7 per cent last year. 

The explanation is fully evident to 
investors who have been aware of stock 
market and corporate developments dur- 
ing the last year of World War II and on 





Distribution of 746 listed common stocks 
which paid a cash dividend during 1945 
—by yield groups 


Yield (%) No. of Issues 
Nimcat 120) (osenasnindtea neous 10 
eR Me i es re acer src aan binnrenecnans 65 
Te its TA i ovis isa a/ ales Sia. pu aaa take 129 
co NE a eae ee 269 
Pe ee is Wee One 165 
CRORE ets OREM a. 5 c5, gate topmapres ws etaio GTS 67 
Git. Oe ONO xss 6 ccs monsweoeees 41 


Median yield: 3.6 per cent. 


Yields are based on prices as of December 31, 


Distribution of 341 listed preferred stocks 
which paid a cash dividend during 1945 
—by yield groups 


Yield (%) No. of Issues 
LEU | Sa ae 13 
NN RN co a apo einai each auaratens 118 
OM SP vin ois: wa) av as 0) sity Me mnaa) Snaps a 128 
UN Bt cw reste sue Pa mresern ina ae 57 
GO ste ORE osc osu Sip wre Soar 25 
Median yield: 4.2 per cent. 
1945. and cash dividend payments during 1945 


(excluding payments on preferred stock arrears in excess of the normal dividend rate). 


y 








into this present quarter. Stocks advanced 
extensively in price while dividend pay- 
ments. in general. clung rather closely 


1944, An 


issue of 


to the payments of 
last the magazine. it 
will be recalled. showed that the $2.274.- 
727.000 


New 
\ or k 


stocks 
were than in 
LOA, 


The record of vields has more than a 


article in 
month’s 
dividend distributions on 
Stock 
only 1.6 pe 


Exchange common 


cent higher 


little significance to investors who are 


wondering about corporate production 
and dividends of this year’s first quarter 

and later. too, for that matter. By 
and large, it is earnings and dividend pay- 
ments which bring one of the dominant 
influences to bear upon the prices of 
stocks. “Inflation” may be a 


different meanings to members of the 


word of 


public when it is brought into the array 
of forces which help shape the trend of 
prices; but there is only one meaning of 
“earnings | “dividends.” 

In the light of many labor dislocations 
since January |, it is axiomatic that atten- 
tion should be devoted to the dividend 
position of many corporations; the tables 
afford a background for study of results 
in a year of market stock price advances 
and a relatively static dividend situation. 
Will dividend payments this year be 
higher or lower than in 1945? Will the 
\utumn expectations of expanded indus- 
irial production after reconversion and, 
consequently. of 


and 


higher dividends, be 
borne out in spite of protracted stoppages 
or slow-downs of production? When pro- 
duction rises. as it is expected to do over 
a wide area after differences between 
labor and employer have been composed, 
will costs and selling prices be such as 
to enlarge or diminish profit margins? 

These questions entail close and inti- 
mate study of events affecting industry 
and the railroads, 

And another question arises when the 
cited yields on common stocks are exam- 
ined in detail. What part in carrying many 
equities to a price level where the divi- 
dend return is less than 3 to 3.9 per cent 
has been played by the overflow of invest- 
ment funds from high-priced (and scarce) 
corporate bonds into common stocks? 

The stock table that 
more than 63 per cent of all the Stock 
“xchange listings of equities which paid 


common shows 


lividends in 1945 were yielding at the 
year-end from 3.9 per cent to less than 
| per cent. A spread of yields over this 
narrow, and low. territory appears to be 
far more analogous to bond yields, or 
the short-dated than 
from common stocks a few years ago. 


return on loans. 


10 


Investment Companies Made Various Shifts 
Of Holdings In Last 1945 Quarter 


A MONG the 30 largest broadly diversi- 
the 10 
stocks of the following table were held by 
largest number of concerns as of Decem- 
ber 31. 1945. As compared with a cor- 
responding lineup on June 30. Mont- 
Ward North American 
Co, exchanged places at the top of the list. 


fied investment companies, 


gomery and 


"Popular" Stocks With 
Investment Funds 


No. of Funds No. Shares 

Holding Name of Stock Held 
ae Montgomery Ward 299 600 
21 North American Company 1,229,200 
2] Standard Oil (N. J.) 195.400 
19 Chrysler Corporation 132.145 
19 Kennecott Copper 183,300 
18 General Motors 166,300 
17 E. 1. du Pont de Nemours 55,400 
16 Sears, Roebuck 149,700 
16 Paramount Pictures 197,300 
15 American Gas & Electric 254 350 


Reporting at the end of the year on de- 
velopments during the final quarter of 
1945, the National Association of Invest- 
ment Companies notes that oil company 
stocks were sold from portfolios on bal- 
ance, sales predominating among Sinclair, 
Socony-Vacuum, Pure Oil and Ohio Oil. 
Among general changes during the quar- 


ter, these were the more 


among sub- 


stantial: 


Some Large Blocks 


Four funds bought 60,000 shares of 
Pittsburgh Plate Glass, while 1 porttolio 
sold 2,200 shares: 5 funds bought 120,000 
shares of Shamrock Oil & Gas and none 
sold: 4 portfolios were increased by 
24.800 shares of Southern Railway. while 
| fund disposed of 5,000 shares. These 
stocks were bought by 4 funds while none 
was sold: 53,500 shares of Public Service 
of New Jersey. 30.500 shares of Standard 
Brands, 59,000 shares of Pennsylvania 
Power & Light. 10,000 shares of Arm- 
strong Cork (by 3 funds). 19.100 shares 
of American Machine & Foundry. also 
by 3 funds. 

Sales predominated during the quarter 
International Nickel. Philco. 
Loews. Inc., Greyhound Corp., United 
States Steel. Chesapeake & Ohio. Ameri- 


among 


can Steel Foundries. Pan American Air- 
ways, Westinghouse Airbrake, National 


Power & Light, United Light & Railways 
and others of the industrial and public 
utility groups. 

The 30 funds reported upon have com- 
bined assets of approximately $1.431.- 
000,000, constituting about 75 per cent of 


the total assets of all investment compa- 
nies with broadly diversified portfolios. 

At the year-end, the funds included in 
the report had $116.000.000 of United 
States Government bonds and cash. equiv- 
alent together to approximately 8.1 per 
cent of total assets. 

The statistics, it should be noted. do not 
necessarily reflect current management 
opinion about securities holdings—the 
totals are as of December 31 last. The 
major part of the investment company 
holdings and transactions are effected in 
a wide list of securities which. individu- 
ally. are neither held by a sufficient num- 
ber of companies, nor bought or sold 
during a short period by enough compa- 
nies. to appear in such composite tabu- 
lations, 

In fact, the 50 stocks most widely held 
at the 1945 year-end accounted for only 
30 per cent of the total assets of the 30 
funds on which the study was based. 

Bonds, of course, are held by numer- 
ous investment companies. Bonds held at 
the end of the year by 7 or more concerns 
were these: Missouri Pacific System is- 
sues. Baltimore & Ohio. Chicago, Mil- 
waukee, St. Paul & Pacific. St. Louis & 
San Francisco, Associated Gas & Electric 
System, New York, New Haven & Hart- 


ford and Cities Service Company. 


Gold Stocks Get 
London Attention 


(continued from page 6) 


ter than the average are breweries, retail 
stores, and insurance companies, while 
home rails have fallen by some 14 per 
cent and aircraft shares have also lost 
cround. 

“As to the future. there can be no doubt 
that the prospective level of the national 
income justifies a 


substantial rise in 


equities. This movement is prevented. 
first. by reconversion difficulties and, sec- 
ondly. by fears of continued high tax- 
ation and other adverse Government 
policies. 

“In my view, the record of the Labor 
Government to date is. on the whole. re- 
assuring. Mr. Dalton’s first Budget recog- 
nized the need to provide incentive, and 
the scheme of compensation for coal- 
mining shareholders, although it contains 
some features which are not liked, is 


generally regarded as fair. 
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Wew Listings on 


HE NEW YORK STOCK 


General Public 
Utilities 
Corporation 


3.330.141 Shares 
1 Stock, Par $5 


1: GUY 


Commot 


Ticker Symbe 





V ORE space than is available for this 
: introduction to General Public Util- 
ities Corporation would be needed to de- 
scribe the organization in detail. The 


company is successor to the Associated 
Gas & Electric Company which. prior to 
January, 1940, through the Associated 
Gas & Electric Corporation. a subsidiary. 
controlled more than 120 operating com- 
panies located in 26 States and the Philip- 
pine Islands. The present organization 
crew out of the application of the Public 
Utility Holding Company Act of 1935 to 
the Associated Gas & Electric situation. 

The principal assets consist of its in- 
vestment through sub-holding companies 
in the entire voting stocks of electric and 
gas public utility companies operating in 
the States of New York. New Jersey and 
Pennsylvania. Other operating subsidi- 
aries are located in South Carolina and 
the Philippine Islands. The operating 
companies are engaged chiefly in the pro- 
duction of electricity for light and power 
purposes, 

The principal operating units are New 
York State Electric & Gas Corporation. 
operating in the eastern, south central 
and western parts of New York: Roch- 
ester Gas and Electric Corporation, op- 
erating chiefly in and around that city: 
Metropolitan Edison Company. in the 
southeastern part of Pennsylvania: Penn- 
sylvania Electric Company. operating in 
the western part of Pennsylvania: New 
Jersey Power & Light Company. operat- 


EXCHANGE 


ing in the northwestern part of New Jer- 
sey. and Jersey Central Power & Light 
Company. operating in the northern, cen- 
tral and southern parts of New Jersey. 


Serving Wide Area 

Although most of the operating compa- 
nies serve principally small cities. vil- 
lages and rural areas. about half of the 
total electric revenues are accounted for 
by sales of electricity to diversified com- 
mercial and industrial customers. 

Pending clarification of the status. and 
re-establishment of the earnings. of the 
Philippine Island properties. the consoli- 


; "Announcements of new listings of securities are | 
. mainly to a brief description of the issuing 


be obtained from member firms of the 
Stock Exchange. 


“business and facilities. Detailed infor- 
contained in the Listing Applications 


Plant at Binghamton, N. Y. 


dated financial statements of General 
Utilities will not include Associated Flec- 
tric Company and its subsidiaries. The 
operating public utility subsidiaries of 
Associated Electric Company are Penn- 
svlvania Electric Company. Pennsylvania 
Edison Company. and the Philippine 
Island properties. Nevertheless, to show 
the scale of operations. the figures on 
page 12 are given. both including and ex- 
cluding the subsidiaries of Associated 
Electric Company, exclusive of the Phil- 
ippine Island properties for which data 
are not available. 


(continued on page 12) 





Public Service Company of Colorado 
875.000 Shares 


Common Stock, Par $20 


Ticker Symbol: PSR 


HE roots of this company. which was 

formed through a number of mergers. 
reach back to 1869. The original entity 
was established to serve the citizens and 
industries of Denver. The various mer- 
gers brought together under the present 
name The Western Light and Power 
Company, (incorporated in 1906), the 
Denver Gas & Electric Light Company. 
(formed in 1909) and the Colorado 
Power Company, (established in 1913). 

Affiliates through ownership of all their 
stock by the parent company are the 
Colorado-Wyoming Gas Company and 


the Green and Clear Lakes Company: 
affiliates, nearly all of whose securities 
are owned, are Cheyenne Light, Fuel and 
Power Company and the Pueblo Gas & 
Fuel Company. Three additional small 
concerns are included among the sub- 
sidiaries. 

activities, confined 
wholly to the State of Colorado, comprise 
the generation. purchase, transmission, 
distribution and sale of electricity, and 
the purchase. distribution and sale of 
natural gas. A subordinate branch of 


The company’s 


(continued on page 12) 
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General Public 
Utilities 
continued from page Il 


Despite the extraordinary conditions 
prevailing during the period, the generat- 
ing capacity (name-plate rating ) of the 
companies now controlled by General 
Utilities (exclusive of the subsidiaries of 
\ssociated Electric Company) increased 
from 951,356 kw. on January 1, 1940, to 
1.101.101 kw. on October 31, 1945. Dur- 
ing the same period, the generating ca- 
pacity of the Electric 
pany subsidiaries (exclusive of the Phil- 


Associated Com- 
ippine Island properties) increased from 
264.417 kw. on January 1, 1940. to 
361.090 kw. on October 31. 1945. Addi- 
tional generating capacity aggregating 
95.000 kw. (including 35.000 kw. for As 
sociated Electric Company subsidiaries, 
exclusive of the Philippine Island prop- 
erties) is in process of construction. 
Under the integration provisions of the 
Act. General Utilities 
will not be able to retain the South Caro- 
lina properties and those of Staten Island 


Holding Company 


Edison Corporation. another subsidiary. 
ind also may ultimately have to dispose 
of its Philippine properties. Which. if 
any. of the properties in the New York, 
New ulti- 


mately be required to be eliminated from 


Jersey and Pennsylvania may 
the system. depends upon the outcome of 


the integration proceedings now pending 


GROWTH OF OPERATING REVENUES 
(in thousands of dollars) 


Excluding Including 


Year Assoc. El. Co. Assoc. El. Co 
1940 87,712 100,252 
1941 92,577 116.475 
1942 97,150 123,082 
1943 102,057 129,603 
1944 106,465 135,424 
12 mos. to 

Oct. 31, 1945 109,581 139,264 


CLASSIFIED OPERATING REVENUES 
(12 months ended Oct. 31, 1945) 


(in thousands of dollars) 
Assoc. El. Co. Assoc. El. € 
oa 


120,505 87 


Electric 91.735 84 

Gas 14,269 13 14.544. 10 

Steam Htg. 2,073 2 2.465 2 

Coach 1,453 1,688 1 

Water 50 * 62 * 
Total 109,580 100 139.264 100 


*Less than 1% 





before the Securities and Exchange Com- 
mission under the Holding Company Act. 
To the extent that any of the properties 
are disposed of, the proceeds of such dis- 
positions will be available either for dis- 
tribution to the stockholders or for use 
in further developing the system in a man- 
ner not inconsistent with the requirements 
of the Holding Company Act. 

The company has a simple capitaliza- 
tion. consisting of $6.000.000 of senior 
debt in the form of 11 per cent serial 
notes, due serially to 1951, approximately 
$8.000.000 of 414 cent convertible 
debentures. due 1956. which are subor- 


per 


dinate to the 114 per cent serial notes. 
and a single class of capital stock. 





New Listing 


DR. PEPPER COMPANY 


700,000 Shares 
Common Stock, No Par 


Ticker Symbol: DOC 


\ ANUFACTURER and distributor of 


a syrup used in making a carbo- 
nated beverage. the company’s product 
dates back to 1883. being sold for some 
Oklahoma 
Louisiana. The concerns name, formerly 
Circle 


changed to the present title on September 


time mainly in Texas. and 


\ Corporation of America. was 
7. 1924 as a Colorado corporation. 
Following the pattern of widening use 
which “soft drinks” have 
followed during the last decade. the Dr. 
Pepper vogue has widened until distribu- 
tion now reaches into all of the States 
except those of New England. New York. 


New Jersey. Delaware. Washington and 


several other 


12 


Nevada. License agreements are held with 
bottlers in Hawaii and Mexico. and the 
that are 
under way for similar arrangements in 
New York, Connecticut and New Jersey. 

The principal syrup manufacturing 
plant is located at Dallas. Texas: : 


company reports negotiations 


and 2 
bottling subsidiaries serve a broad Texas 
area. The company maintains a bottling 
plant at Birmingham, Ala., and the svrup 
receives wide distribution among whole- 
sale jobbers. 

As of 30, 1945. the com- 
pany s balance sheet showed total assets 
amounting to $4.252.295. Current assets 
of $3.429,111 compared with $1.292.015 
current liabilities. the 11 months 
ended on November 30, 1945, a net profit 


November 


For 


of $932.454 was reported, while the re- 
ported profit for the calendar vear of 
1944 amounted to $1,043.510. the net 
being after payment of Federal income 
The 1945 dividend was $1.20 a 
share, the same amount being distributed 
in each of the 3 preceding years. 


taxes. 


Public Service 


of Colorado 


(continued from page 11) 


business includes steam heating and bus 
transportation service and the sale of 
manufactured gas and tar products. A 
wide variety of industry and mining is 
served by the Public Service Company. 
notably the mining of gold, silver, lead. 
molybdenum, zinc and coal. The indus- 
trial array of consumers includes oil re- 
mills, meat 
packing plants and canning factories: 
while towns served are trading centers. 


fineries. flour creameries, 


Equipment and Income 

In 1944, 65.26 per cent of the compa- 
nies’ revenues came from electricity and 
34 per cent from gas. Electric energy is 
produced by 4 steam and 6 hydro plants. 
all interconnected, with the steam plants 
accounting for about 70 per cent of the 
company’s annual requirements, 

The company reported gross earnings 
of $22.933.143 for 1944 and a net income 
after taxes and service of the funded debt 
of $2.383.238. 


Preferred Stock 
Dividends 


(continued from page 6) 


against $12 distributed in 1944. 

The garment group felt the difference 
between an $8.75 per share distribution 
in 1944 on Phillips-Jones 7 per 
cumulative preferred and the $7 of last 
vear. 


cent 


Analysis of Market 


(continued from page 4) 


more distant future. efforts to eliminate 
double taxation. 

Business stands in that period of busi- 
ness recession pending the readjustment 
in employment and clarification of gov- 
ernment industry relations that 
follow all With the end of this 
phase should develop 1 to 2 years of vol- 
ume production that will satisfy 
ate consumer wants and bring 


labor 


wars. 


immedi- 
about a 
temporary decline in prices as competi- 
tion in the good old American tradition, 
goes to work. Then. logically. another 
prosperous period based on heavy indus- 
try reconstruction and long-term projects 
should follow, and this should mark the 
final phase of readjustment to business 
minus war-brought incitements. 
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BOSTON, MASS. 

In your January edition there is an ar- 
ticle on “Sharp Price Gradations Re- 
veal Market Selections” with 2 tables— 
Table I showing “Exhibit of Sizable Price 
\dvances” and Table II, “Exhibit of Mod- 
erate Price Advances.” It seems to me that 
the division between the 2 lists is made on 
a rather arbitrary basis rather than a realis- 
tic basis. The reason I say this is that East- 
man Kodak, for instance, which shows an 
advance of 5615 points on a low of 170 is 
included in “Exhibit of Sizable Price Ad- 
vances” although the advance is only 33.3 
per cent; while Armour & Company, which 
shows 6°4 points on a low of 6%. is in- 
cluded in “Exhibit of Moderate Price Ad- 
vances.” This advance is actually 106 per 
cent. or over 3 times the advance shown for 
Eastman Kodak. It seems to me that this 
percentage figure more nearly measures 
the amount of the advance, as we are deal- 
ing in dollars when we purchase and sell 
and the profit is determined by the per- 
centage improvement. In other words. if 
we had put the same amount of money into 
Eastman Kodak at the low and Armour & 
Company at the low and sold them on De- 
cember 31. we should discover that we had 
made over 3 times as much money by pur- 
chasing Armour than we did by purchasing 
Eastman Kodak. 

PL bw. 
Epiror’s Note:—Mr. P. L. W. is entirely 
correct. The presentation in THE Ex- 
CHANGE followed the conventional pattern 
of considering “point-changes” which were 
formidable as set forth in year-end records 
of market phenomena of 1945. 


SEATTLE, WASH. 

If anyone was worrying and “viewing 
with alarm” lest this-or-that tax or what 
not might shrink the market for risk cap- 
ital. let him take a look at the Kaiser- 
Frazer Corporation stock offerings. People 


of practically all parts of the U. S., so the 
newspapers told me, were eager to share 
in an enterprise which had, as yet, no earn- 
ings or dividend record—an undertaking 
whose future literally lay entirely ahead of 
it. Precedents set by other motor car con- 
cerns in past years offered no guide; more 
ventures failed to be profitable than the 
number becoming sturdy, long-term profit 
makers since 1900. No. I think the evidence 
in this instance showed clearly that venture 
capital is still venturing. as it probably al- 
ways will in the hope and expectation of a 
large return in the long run... . : A person 
can think of a favorable precedent of fairly 
recent memory—the Chevrolet flotation in 
1916. if I am correct in the year. Venturers 
rushed to buy the shares on the ground 
that here was a company (still to be 
rounded out) which would offer competi- 
tion to Ford. At that, as a sound test. the 
Chevrolet addition to the motor car list was 
not conclusive, for the concern was _ ab- 
sorbed by General Motors 2 years after- 
ward. 


FP: 3. 3; 


BINGHAMTON, N. Y. 


It was with relief that I. for one. although 
with plenty of company I'd think. viewed 
the comparative quiet of the stock market 
as January turned into February. Although 
a Dow. Jones industrial average of 204 does 
not represent a necessarily excessively high 
point. the speed with which it was reached 
in December and January offered ground 
for thought—thought of a cautionary va- 
riety. Too many people getting on the same 
side of the market has always been bad, in 
the long run, for prices and the comfort of 
both investors and traders. An interval of 
moderate dealings would be welcome. 

J. M. 


BATTLE CREEK, MICH. 
Diversification is wise, of course. in in- 
vestment, but I am wondering where rea- 





Letters to the editor in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


sonable diversification stops and confusion 
enters an investor's list. I have diversified 
by gradually accumulating 22 different 
stocks and bonds with about $14,000. I dis- 
like to think of selling any of them. It is 
becoming a chore, however, to think and 
study about so many. Is there any mathe- 
matical procedure you know of to direct 
and control diversification ? 


Epitor’s Note:—No rigid rule of diversi- 
fication has ever come to our attention. -ap- 
plying to holdings of individual securities. 
Light is sometimes thrown on ways in 
which other people diversify by examining 
the portfolios of college endowment or 
other investment funds. 


SAN FRANCISCO, CAL. 


1 am enclosing my personal check in the 
amount of $1.00 for a one-year subscription 
to your excellent publication, Tur Ex- 
CHANGE. It was my pleasure to read sev- 
eral of your fine magazines while serving 
in the U. S. Navy and I promised myself 
a subscription when I returned to my home. 


5. B 
NEWARK, N. J. 


Maybe stubbornness. or being “mar- 
ried to a stock” as the older generation 
describes a speculator who stands firm in 
his position in spite of obvious unfavorable 
influences, is going to pan out this Winter. 
Strikes do not supply reasons to sell stocks 
ordinarily, but strikes of the size and ve- 
hemence of those current (January 31) 
are, in my view. extraordinary. They are 
cutting down production something _ ter- 
rible in important lines; cut-down produc- 
tion, over a long period. means reduced 
corporate earnings. You can’t get away 
from that fact. Yet stockowners remain 
averse to a recognition of the times. They 
do not sell. We shall see in due course how 
the Winter as a whole serves them. 

SS: &. 
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“In my own business, I base my judgment only on 


facts— all the facts I can get. Tips, rumors and hunches 
are out. 


“I don’t know why I thought the stock market would 
be different. It’s business, too-a cross-section of all 
business. But, in my dealings there, I tried to take an 
easy short cut on facts... 


“I listened to tips...took rumors at face value... 
relied on intuition rather than on information. I tried 
to get rich quick. 


**See this headgear I’m wearing now? I put it there... 
no one else is to blame. It’s to remind me—‘get-rich- 


quick’ promises are NO substitute for facts.”’ 


The man’s right! 


Precisely the same principles 
that apply to any successful 
business activity, apply to 
dealings in securities. 


There is no short cut to 
wealth .. . no sure, easy way 
to make money quickly... 
either on this Exchange or 
anywhere else. 


Tips and rumors— promising 
great rewards without effort 
or thought—are merely traps 
for the unwary, theill-in- 
formed, the heedless. 


In investment there is al- 
ways a degree of risk, whether 
in stocks, bonds, or any other 
form of property. 


Experienced investors know 
this. Before they act, they 
get the facts . . . not to elimi- 
nate risk (for it can never 
be done away with entirely) 
but to avoid needless risk. 


Facts can be had. Every 
company whose securities 
are listed on this Exchange 
has agreed to disclose essen- 
tial facts needed to form 
reasoned investment de- 
cisions. 


True, it takes seeking to get 
this information. Facts 
aren’t handy as gossip, on 
every street corner, but they 
are available ...in the re- 
ports of listed companies . . . 
on the market pages of your 
newspaper ... at the offices 
of member firms of this 


practices, the New York Stock 


-Exchange offers these Five 


Points for Investors: 


1—Hold your U.S. War Bonds. 
Don’t let anyone talk you into 
cashing them for any re- 
investment purpose. 

2—Buy U. S. Savings Bonds. 
They are identical with U. S. 
War Bonds, and both are the 
world’s best investments. 
38—Get the facts about any 
security you buy. 














4—Beware of tips, rumors, 
impulses, ‘‘ get-rich-quick’”’ 
schemes. 


5—Unless you can afford to 
take risks, and unless you will 
go to the trouble to get facts, 
you should stay out of the 
market. 








